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Abstract 
This study aims to examine the effect of profitability and institutional ownership on firm value with dividend 
policy as a mediating variable. The data used is sourced from secondary data collected through the company's 
financial statements for 2014-2016. The sample used in this study amounted to 12 banking companies. Analysis 
of the data used in this study uses path analysis. This study obtained results that profitability affects dividend 
policy, institutional ownership has no effect on dividend policy, profitability affects the value of the company, 
institutional ownership affects the company's value and dividend policy affects the value of the company. For 
the results of the mediation effect test, this study obtained results that dividend policy is not a mediating 
variable of the effect of profitability and institutional ownership on the value of the company. 
Keywords: Profitability; institutional ownership; company value; dividend policy. 
1. Introducing 
The value of the company plays a role in maximizing shareholders if there is an increase in stock prices. The 
increasing stock price of a company, the prosperity of shareholders will also increase. According to Nurlela and 
Islahuddin [1], firm value is an important concept for investors, because it is an indicator for the market in 
assessing a company as a whole.Company value can be influenced by several factors, including profitability. 
Profitability has an important role in determining the future of the company Purnamawati [2]. 
------------------------------------------------------------------------ 
* Corresponding author.  
 
International Journal of Sciences: Basic and Applied Research (IJSBAR) (2018) Volume 41, No  1, pp 234-242 
 
235 
 
 This means, the higher the profitability of the company proxied by return on assets will increase the value of 
the company and become a positive signal for investors in making investments to obtain certain returns. If the 
company's ability to generate profits increases, then the stock price will also increase Husnan [3]. 
In addition to profitability, there are other factors that also influence the company's value, namely institutional 
ownership. High institutional ownership will have an impact on the high dividend payout ratio (DPR) policy. 
Widanaputra [4] states that there is a tendency for shareholders to be more interested in dividend payments that 
are relatively large than earning a profit in the form of retained earnings. This is because the level of certainty of 
the investments made tends to be high and real. High institutional ownership also relatively requires funding 
with debt so that the rights of shareholders to the company are not reduced Putri and Nasir [5]. 
This study was conducted to determine the direct influence of profitability and institutional ownership on the 
value of the company and the indirect effect of profitability and institutional ownership on the company through 
the mediating variable namely dividend policy. Mediating variables in this study are variables that lie between 
profitability and institutional ownership, so that profitability and institutional ownership do not directly affect 
the value of the company. The use of dividend policy in this study as mediation is due to having a role as the 
center of attention of many parties interested in information in the financial statements issued by the company 
Kartika [6]. Easterbrook [7] states agency costs show that high dividend payments can be used as a tool to 
reduce agency problems from companies. Information about dividends is a signal to find out the value of the 
company 
The theory that explains the importance of performance measurement is signaling theory. Signal theory 
discusses the form of success or failure of management (agent) to the owner (principal) through important 
information that signals good or bad. Signal theory plays a role in reducing asymmetric information carried out 
by management. Signal theory explains the reason for the importance of a company to provide complete and 
relevant financial statement information to external parties Mehta [8]. 
2. Literature Review And Development Hypotheses 
Dividend policy is the company's policy regarding the amount of dividends that must be paid to the 
shareholders whose amount depends on the profits earned by the company Al Najjar [9]. A high level of 
profitability will reflect good corporate prospects, especially in matters relating to dividend policies issued by 
the company, so that the positive signals will be responded quickly by investors and supported by increasing the 
value of the company Sujoko and Soebiantoro [10].  
H1: Profitability has a positive effect on dividend policy. 
Research conducted by Embara [11], Sukirni [12] and Agnes and Tarmizi [13], states that institutional 
ownership has a significant positive effect on dividend policy. The higher the institutional ownership, the 
dividends distributed are also high. In this case if institutional ownership is high, it can influence management's 
decision to distribute dividends. High institutional ownership is able to contribute to the decision of the 
dividends distributed in accordance with bird in the hand theory, where institutional investors prefer dividends 
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distributed compared to capital gains as a form of compensation for invested capital. 
H2: Institutional ownership has a positive effect on dividend policy. 
The high level of corporate profitability, will have an impact on increasing the efficiency of the company in the 
utilization of company assets in order to gain profits and create higher corporate value, so as to maximize 
shareholder prosperity. Signaling theory states that a good quality company will intentionally give a signal to 
the market, thus the market is expected to distinguish good and bad quality companies. Previous research by 
Chen [14], Nofrida [15], Lastri [16], shows that profitability has a positive relationship to firm value 
H3: Profitability has a positive effect on the value of the company. 
Part of the corporate governance system that plays a role in controlling agency problems is institutional 
ownership Jensen & Meckling [17]. As the majority owner of the company's shares, institutional investors also 
have an obligation to build the company's reputation against minority shareholders. Sukirni [12] state that 
institutional ownership has a positive effect on firm value. 
H4: Institutional ownership has a positive effect on the value of the company. 
Dividend policy is an indicator of how much profit the shareholders will receive. A company's dividend policy 
is a strategy issued by a company to improve the welfare of shareholders which is the main objective of 
companies that go public. The number of dividends paid by the company to shareholders, the performance of 
the company is considered to be better and ultimately the assessment of the company will be even better. 
Research conducted by Tamrin and his colleagues [18], Sukirni [12], Mardiyati and his colleagues [19] states 
that dividend policy has an influence on firm value. 
H5: Dividend policy has a positive effect on the value of the company. 
Lack of information obtained by outsiders about the company causes outsiders to protect themselves by 
providing low value to the company. The results of research conducted by Sukoco [20] and Wahyudi & 
Pawestri [21] state that dividend policy mediates the effect of profitability on firm value. Companies that 
succeed in earning large profits, where financial managers can manage these profits through the right financial 
decisions, both in the application of decisions and dividend policies so that the response of investors to invest in 
the company. 
H6: Dividend policy mediates the relationship between profitability and company value. 
High institutional ownership, the dividends distributed are also high. In this case if institutional ownership is 
high, it can influence management's decision to distribute dividends. Because high institutional ownership can 
contribute to earnings decisions distributed as dividends as a form of investor compensation in investing. This is 
consistent with signaling theory which states that dividend payments are always followed by an increase in 
stock prices Sartono [22], so investors are interested in buying these shares. High demand results in high stock 
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prices so that it can increase the value of the company. Because the company's value is reflected in its stock 
price. 
H7: Dividend policy mediates the relationship of institutional ownership and corporate value. 
3. Research Methodology 
The population of this study is all banking companies listed on the Indonesia Stock Exchange in the 2014-2016 
period. The sample determination method used is purposive sampling method, which is taking samples that are 
carried out with certain considerations or criteria [23]. The number of companies that were sampled in this 
study were 12 companies with a total of 36 observations over 3 years. The value of the company in this study 
was measured using Tobin's Q. The profitability ratio in this study was measured by the Return on Asset (ROA) 
proxy. Institutional ownership is measured using an indicator of the percentage percentage of share ownership 
held by the institution from the total amount of outstanding capital stock. Dividend policy is measured by the 
dividend payout ratio proxy. Research hypothesis testing is done by using path analysis model (path analysis) 
and data processing using the Product and Service Solutions (SPSS) application program version 18. The path 
analysis model is used to analyze the pattern of relationships between variables with the aim of knowing the 
direct and indirect effects of a set of independent variables on the dependent variable. 
4. Result And Discussion 
Table 1: Deskripsi Statistik Variabel Penelitian 
 N Minimum Maximum Mean Std. Deviasi 
ROA 36 0,15 19,90 2,953 3,818 
KEP.INS 36 11,68 97,75 73,290 21,448 
DPR 36 0,10 0,75 0,333 0,192 
FIRM.VALUE 36 0,40 0,87 0,596 0,126 
Valid N (listwise) 36     
Source: Data processed, 2018 
The firm value has an average value of 0.596, while the standard deviation value is 0.126. This means that the 
mean value is greater than the standard deviation, thus indicating that the results are quite good. The minimum 
value is 0.40 and the maximum value is 0.87. The profitability variable shows an average value of 2.953 while 
the standard deviation value is 3.818. This means that the mean value is smaller than the standard deviation that 
indicates that the results are not good. The maximum  ROA value is 19.90 and the minimum ROA value is 0.15. 
Institutional ownership variables have a minimum value of 11.68 while the maximum value is 97.75. The 
average institutional ownership in all study samples was 73,290 with a standard deviation of 21,448. This 
means that the mean value is greater than the standard deviation, thus indicating that the results are quite good. 
Dividend policy variables are measured by the DPR proxy, having a maximum value of 0.75 and a minimum 
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value of 0.40, while the average value is 0.333 with a standard deviation of 0.192. This means that the mean 
value is greater than the standard deviation, thus indicating that the results are quite good. 
In this study, classical assumption testing was done twice in two models in the path equation in this study. 
Based on the tests carried out, the two research models tested have passed the normality test, where the 
Kolmogorov-Smirnov coefficient of each equation is 0.099 and 0.137 with a significance level of 0.200 and 
0.087 more than 0.05. This means that data from both models has been normally distributed. For autocorrelation 
test, the coefficient of Z for each model is -0.845 and -1.522 with a significance level of 0.398 and 0.128 more 
than 0.05. This means that data from both models has been free from autocorrelation symptoms. For 
multicollinearity tests, where each research variable from both models has a tolerance value of more than 0.10 
and a VIF value of less than 10. This means that the regression model has been free from the symptoms of 
multicollinearity. For heteroscedasticity test, the significance value of the two models of each independent 
variable is more than 0.05. This means that the regression model is free from the symptoms of 
heteroscedasticity. 
The second hypothesis testing aims to examine the effect of institutional ownership on dividend policy. The test 
results in Table 2. show that the t test coefficient is 1.853 with a significance level of 0.073 more than 0.05. This 
means that institutional ownership has no effect on dividend policy, so H2 is rejected. 
Table 2: Path Analysis Results. Model 2 
Model 
Unstandardized Coefficient Standardized Coefficient 
T Sig. 
B Std. Error Beta 
Konstanta 0,330 0,049  6,785 0,000 
ROA 0,012 0,004 0,353 2,902 0,007 
Kep. Institusional 0,002 0,001 0,395 3,315 0,002 
Keb. Dividen 0,183 0,082 0,278 2,231 0,033 
Adjusted (R2) 0,612 
F  19,396 
Sig. F 0,000 
Source: Data processed, 2018 (attachment 5) 
Based on the Table 3, the structural equation can be arranged as follows: 
Y  = a + b3X1 + b4X2 + b5M + ε2 = 0,330 + 0,012X1 + 0,002X2 + 0,183M + ε2 
The calculated F coefficient value is 19,396 with a significance of 0,000 less than 0,05. This means that this 
model deserves to be further analyzed. The third hypothesis testing aims to examine the effect of profitability on 
firm value. The test results in Table 3. show that the t test coefficient is 2.902 with a significance level of 0.007 
less than 0.05. This means that profitability has a positive effect on the value of the company, so that H3 is 
accepted. The fourth hypothesis testing aims to examine the effect of institutional ownership on company value. 
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The test results in Table 3. show that the t test coefficient is 3.315 with a significance level of 0.002 less than 
0.05. This means that institutional ownership has a positive effect on the value of the company, so that H4 is 
accepted. The fifth hypothesis testing aims to examine the effect of dividend policy on company value. The test 
results in Table 3. show that the t test coefficient is 2.231 with a significance level of 0.033 less than 0.05. This 
means that dividend policy has a positive effect on the value of the company, so that H5 is accepted. The testing 
of the sixth hypothesis aims to examine the effect of profitability on company value mediated by dividend 
policy. The test results show that the coefficient of the small test (Z) is 1.511 with a significance level of 0.131 
more than 0.05. This means that dividend policy is not as mediating the effect of profitability on company 
value, so H6 is rejected. The test results are presented in Table 4. 
Table 3: Results of Sobel Test 1 
Nilai Z Sig. 
1,511 0,131 
Source: Data processed, 2018  
The seventh hypothesis testing aims to examine the effect of institutional ownership on the value of the 
company mediated by dividend policy. The test results show that the coefficient of test (Z) is 1.729 with a 
significance level of 0.083 more than 0.05. This means that the dividend policy is not as mediating the influence 
of institutional ownership on the value of the company, so that H7 is rejected. The test results are presented in 
Table 5 
Tabel 4: Results of Sobel Test 2 
Nilai Z Sig. 
1,729 0,083 
Source: Data processed, 2018  
The coefficient of total determination obtained a value of 0.747 means that 74.70 percent of variations in 
fluctuations in changes in firm value are influenced by independent variables of profitability and institutional 
ownership and the mediating variables of dividend policy, while the remaining 25.30 percent is influenced by 
other variables not explained in the model. 
5. Conclusion 
Based on the results of testing and discussion, it can be concluded as follows: Profitability has a positive effect 
on dividend policy of companies in the banking sector listed on the Indonesia Stock Exchange (IDX); 
Institutional ownership has no effect on dividend policy companies in the banking sector listed on the Indonesia 
Stock Exchange (IDX); Profitability has a positive effect on the value of the banking sector companies listed on 
the Indonesia Stock Exchange (IDX); Institutional ownership has a positive effect on the value of the banking 
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sector companies listed on the Indonesia Stock Exchange (IDX); Dividend policy has a positive effect on the 
value of the banking sector companies listed on the Indonesia Stock Exchange (IDX); Dividend policy is not 
able to mediate the effect of profitability on the value of the banking sector companies listed on the Indonesia 
Stock Exchange (IDX) and dividend policy is unable to mediate the influence of institutional ownership on the 
value of the banking sector companies listed on the Indonesia Stock Exchange (IDX). 
6. Suggestion  
Based on the conclusions of the results of the study, the suggestions put forward in this study are from the 
research results obtained, the advice aimed at the company is to be able to increase the value of the company, 
the management not only must pay attention to the decisions in obtaining profits but also consider other policies 
such as the level of ownership institutional and dividend policy. From the research results obtained, the 
suggestions aimed at investors and potential investors are in making important investments to pay attention to 
the assessment of the company's prospects through the level of profitability, institutional ownership and 
dividend policy that can affect the value of the company that will become a place for investment and research 
results. obtained, the advice aimed at the next researcher is to pay attention to other factors that can influence 
the value of the company other than profitability, institutional ownership, and dividend policy, both as 
independent variables and mediating variables. 
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